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The Year in Review 


Events in 1979 continued to 
emphasize energy as a matter of 
importance both in Canada and 
world-wide. Rapidly changing 
international events, such as those in 
Iran, emphasized the great 
uncertainty of continued oil supplies 
from the Middle East. International oil 
prices rose substantially in 1979. 
Official government prices of crude 
oil by OPEC member states increased 
more rapidly than at any time since 
1973 and spot market prices were as 
much as $95 per cubic metre higher 
than official prices. The governments 
of the key Western industrialized 
countries reaffirmed again at the 
Tokyo summit and at the Ministerial 
meetings of the International Energy 
Agency a determination to reduce 
their dependence on imported crude 
oil. 


Energy matters dominated events in 
Canada as well. The newly-elected 
Government put forward a goal of 
self-sufficiency in oil by 1990 and 
other political parties also 
emphasized the need to increase 
domestic oil supplies and to reduce 
foreign crude oil requirements. Energy 
issues continued to be an active 
public policy issue through the year 
and into the 1980 federal election. A 
major issue on which debate was 
focused was the future of oil and gas 
pricing arrangements. 


Petro-Canada was a subject of much 
discussion in this overall energy 
debate and faced a period of 
considerable uncertainty as to its 
mandate and future. The election of 
the Government on May 22 brought 
with it a commitment on the part of 
the Government to review the 
existing role and mandate of Petro- 
Canada and its relationship as a 
Government agency to its sole 
shareholder — the Government of 
Canada. In the first months of the 
new Government an internal review 
examined the future role for the 
Corporation. On September 7, the 
Government of Canada announced 
the creation of a Task Force to 
examine and propose a method of 
privatizing the Corporation. On 
October 16 the Task Force presented 
its recommendations to the 
Government. The most important 
recommendations were to keep the 
Corporation intact and to distribute 
the Government's investment in 
Petro-Canada to the public to make 
them direct equity shareholders. 


Zapata Ugland rig is being used to drill 
the Ben Nevis well. 


Sunset on a prairie pumpjack. 


Ice berg studies in the north are part of 
the Corporation’s environmental studies. 


On December 20 Prime Minister Clark 
announced a proposal for 
restructuring Petro-Canada. Petro- 
Canada would remain intact as a 
corporation, some of its shares would 
be distributed free to the public, 
some made available for purchase by 
Canadians and some retained by the 
Government. The Corporate goals of 
this restructured Petro-Canada would 
be guided by traditional commercial 
criteria. 


On February 18, 1980, Canadians 
elected a Liberal Government that has 
declared itself determined to maintain 
and strengthen Petro-Canada as an 
instrument of public policy. 


Rig on location in Brazeau field. 


An extensive drilling program was 
carried out in Western Canada. 


While the review by the Government 
in 1979 caused considerable 
uncertainty among the board, 
management and staff, there was a 
continuing commitment by the 
Corporation to assist the Government 
in its deliberations regarding Petro- 
Canada. Despite the uncertainty of 
the period, Petro-Canada continued 
to actively fulfill its statutory mandate 
and to move its projects and activities 
ahead. As well, it remained prepared 
to fulfill whatever purpose might be 
required of it by the Government and 
Parliament of Canada. 


The most positive significant events 
in the Canadian oil and gas industry 
were the results of frontier 
exploration in 1979. In retrospect, 
1979 may well be considered a 
turning point in Canadian frontier 
exploration. Two potentially 
significant oil discoveries were made 
— the first by Dome Petroleum Ltd. at 
Dome et al Kopanoar in the Beaufort 
Sea and the second, in which Petro- 
Canada has a 25% interest, at 
Hibernia, off Newfoundland. Both of 
these discoveries will require further 
drilling to establish the extent of the 
reserves, 


Near Hibernia further exploratory and 
delineation drilling, already in 
progress, has already advanced the 
understanding of the significance of 
this discovery. If the reserves 
discovered are of commercial 
magnitude, the capability of year- 
round operations at Hibernia will 
likely permit this area to produce the 
first Canadian frontier oil to reach 
market. 


Gulftide offshore rig was used off the 
east coast to drill Venture D-23. 


The picture also brightened for 
frontier gas. Gas discoveries at 
Whitefish in the Arctic Islands, a 
successful gas delineation test at 
Bjarni on the Labrador coast and the 
wildcat gas discovery at Venture off- 
shore Nova Scotia, make possible the 
eventual addition of a large volume of 
gas to Canada’s reserves. In addition, 
success has been indicated at two 
other wells off the Labrador coast 
which will be tested during the 1980 
drilling season. 


Petro-Canada has been an active 
participant in all of the frontier 
discoveries made in 1979 with the 
exception of Kopanoar. 


Employees are Petro-Canada’s key 
resource. 


The purchase of Pacific Petroleums 
was completed in 1979. An offer to 
purchase the remaining 48.4% of the 
shares of Pacific, circulated in spring, 
1979, was accepted by remaining 
shareholders of the outstanding 
shares. Pacific’s operations were 
completely merged with those of 
Petro-Canada during the past year. It 
is a tribute to all employees that this 
amalgamation has been 
accomplished so successfully. 


During 1979, the Corporation 
continued to develop its oil and gas 
production in Western Canada and to 
actively explore for new sources of 
conventional oil and gas in the area. 
In addition, it continued to pursue its 
many diverse research and field pilot 
activities in the oil sand and heavy oil 
areas of Alberta and Saskatchewan. 
Construction of a major ethane 
extraction facility at Empress, Alberta 
was completed in 1979. 


In 1980, Petro-Canada will maintain 
its high level of capital investment. In 
late 1979, the Government of Canada 
approved its 1980 capital budget 
calling for $435 million in capital 
expenditures. Of this, $115 million 
has been allocated for frontier 
exploration and $104 million for 
western Canada exploration — 
indicative of the high level of 
exploration activity to which Petro- 
Canada is committed. A further $106 
million has been budgeted for capital 
expenditures related to development 
of conventional light oil and gas 
production, reflecting Petro-Canada’s 
position as a major Canadian oil and 
gas producer. The remaining funds 
will be dedicated to foreign 
exploration activity; oil sands, heavy 
oil and coal development; 
transportation systems and the 
manufacturing and marketing of 
petroleum products. 


Construction of Petro-Canada’s $10 
million research and development 
centre near the University of Calgary 
continued in 1979. Completion is 
expected in Spring 1980. 


Petro-Canada has continued to apply 
a high standard of attention to 

environmental and social concerns as 
an integral part of its many activities. 


Exploration 


Petro-Canada’s exploration program 
was the major success story of the 
Corporation in 1979. A major goal of 
Petro-Canada since its formation has 
been to explore Canada’s frontiers. It 
is a goal the Corporation has pursued 
vigorously. Petro-Canada has been 
involved in 60 of 114 frontier wells 
drilled since 1976, a participation rate 
better than any other oil and gas 
company operating in Canada. It has, 
in those four years, spent $246.6 
million or about 60% of its exploration 
budget on frontier exploration — 
about 12% of the industry total. 
Expenditures in 1979 were $64.0 
million. At December 31, 1979, it will 
have earned 120 000 square 
kilometres from a gross land spread of 
about 419 000 square kilometres (see 
acreage summary chart). 


During 1979, Petro-Canada 
participated in six successful 
discoveries in Canada’s frontier 
regions. In Western Canada, the 
Corporation conducted a major 
exploration program of its lands as 
well as adding to its exploration 
acreage. Total expenditures of $115.9 
million were incurred primarily in the 
central Alberta/northeastern B.C. gas 
plays, the West Pembina area, and in 
the Lloydminster area of Alberta and 
Saskatchewan. 


In 1979 the Corporation obtained 
over 172 000 kilometres of seismic 
data in Canada and internationally to 
develop a greater knowledge of 
potential exploration targets. 


Offshore 
Nova Scotia 


The first success of the 1979 
exploration year was the discovery of 
gas at Venture D-23. The well was 
part of a multi-well farmin by Petro- 
Canada and Kaiser Resources Inc. on 
5 000 square kilometres of leases near 
Sable Island held by Mobil Oil Canada 
Ltd. and its partners. Petro-Canada 
paid 75% of the $55 million cost of 
the program to earn 30% of the rights 
in the leases. The Venture D-23 well 
flowed gas from three separate zones 
in quantities sufficient to encourage 
participants that gas could be found 
in commercial quantities. Of the 
other four wells in the program, one 
was a significant delineation well 
(Thebaud I-94), two were wildcats 
with minor shows of gas (Migrant. 
N-20 and Cohasset L-97), and one 
was unsuccessful (Cohasset P-42). 


In the summer of 1979, a significant 
follow-up seismic program was 
undertaken by the partners to gather 
information for a 1980 program. At 
year-end, a jack-up rig had been 
contracted to resume drilling by mid- 
1980 in order to further delineate the 
1979 discoveries. 


Newfoundland/ 
Labrador 


The industry exploration program 
during 1979 saw drilling on 10 wells 
and the unprecedented total industry 
expenditure of over a quarter of a 
billion dollars. Petro-Canada was 
involved in 9 of these 10 wells. 


Petro-Canada’s participation in a 
major farmin program in the Labrador 
group, operated by Total Eastcan 
Exploration Ltd., resulted in an 
aggressive exploration program on 
that acreage in 1979. Three drilling 
vessels were employed to drill and 
complete two wells — a dry hole at 
Tyrk P-100 and an indicated 
hydrocarbon success at Roberval. The 
Roberval K-92 well was abandoned 
before it could be tested; however, a 
well will be drilled in 1980 to further 
evaluate the potential of the 
structure. Two other wells, a 
successful gas delineation well at 
Bjarni O-82 and a wildcat test at 
Gilbert F-53, remain to be completed 
and tested in 1980. 


Petro-Canada will earn a working 
interest in about 100 000 square 
kilometres of exploratory licences by 
spending 35% of the overall $125 
million exploration budget in 1979 
and 1980. Petro-Canada’s earned 
working interest will likely be in 
excess of 20% depending on the 
actual program costs. Early in 1980, 
Petro-Canada assumed operatorship © 
of the Labrador Group and will 
operate at least three drilling vessels 
on this acreage during the 1980 
drilling season. 
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Petro-Canada participated in three 
other farmin programs on the 
Labrador offshore, the most 
successful of which was Hekja 0-71 at 
the north end of the area. The Hekja 
0-71 well operated by Aquitaine Co. 
of Canada Ltd. was drilled to a depth 
of 3 269 metres prior to being 
suspended for the winter. This well 
has currently bottomed in a section of 
indicated hydrocarbon bearing 
sandstone. In 1980, drilling will 
continue toward the prime reservoir 
targets, below the current depth, 
prior to testing the significance of all 
indicated hydrocarbon zones. 


Petro-Canada farmed out a portion of 
its interests to two Canadian © 
companies, Home Oil Company 
Limited and Pan Canadian Petroleum 
Limited, and is now paying 25% of the 
well cost to earn a 15% interest in 

80 000 square kilometres of leases. 


The other two programs were 
unsuccessful. A group of companies 
headed by B.P. Exploration Canada 
Limited drilled the Hare Bay H-31 well 
to a total depth of 4 874 metres but 
failed to find any hydrocarbons. The 
Blue H-28 well, drilled by Texaco 
Canada Inc., although unsuccessful as 
an exploratory well, did establish a 
new world offshore record by drilling 
to a depth of 6 103 metres in 1 486 
metres of water. 


The most promising success of the 
1979 frontier exploration program 
was the Hibernia oil discovery. At 
Hibernia, Petro-Canada acquired a 
25% working interest in the 16 700 
square kilometres of federal special 
renewal permits which were issued. 
Testing of the well yielded oil from 
three separate zones. While the 
maximum test flow was just under 
600 cubic metres of oil per day, the 
operator estimated that under actual 


production conditions this well could 
be capable of producing more than 

3 000 cubic metres of oil per day. The 
oil from the main pay zone has a 
density of 850 kilograms per cubic 
metre, is low in sulphur and is a 

high quality refinery feedstock. At 
present, two delineation wells are 
being drilled, while a third well, Ben 
Nevis I-45, is evaluating a structure 38 
kilometres to the east in a wildcat 
test. The capacity for year-round 
drilling in the area will allow 
continuous evaluation of prospects at 
a much faster pace than in other areas 
with a limited exploration year. 
Studies of the environment in the 
area are under way to determine how 
development could take place with a 
minimum risk of environmental 
damage. 


In the highly prospective Baffin Bay 
area, Petro-Canada conducted an 
extensive offshore seismic 
reconnaissance survey, detailed 
surveys of sea bottom and sub-floor 
conditions at potential drilling 
locations, and extensive surveys 
relating to the biological and physical 
environment of Baffin Bay. These 
studies have been made as required 
by the Federal Government's Eastern 
Arctic Marine Environmental Studies 
(EAMES) program with a view to 
making application to drill in the 
Baffin Bay/Lancaster Sound area. 


Arctic and N.W.T. 


Petro-Canada’s exploration activities 
in the Arctic in 1979 consisted of its 
investment in Panarctic Oils Limited 
and its support of the Arctic Islands 
Exploration Group both directly and 
through Panarctic. The Arctic Islands 
Exploration Group is a consortium of 
companies (Panarctic 22%, Petro- 
Canada 18%, Gulf Resources Canada 
Inc. 25%, Esso Resources Canada Ltd. 
35%) which committed to spend $80 
million over a period of four to six 
years to earn a 60% interest in 

130 000 square kilometres of off- 
shore Arctic acreage interest. The 
Group, in 1979, drilled the most 
significant Arctic gas discovery well in 
more than 5 years. 


The well Panarctic AIEG Whitefish 
H-63, drilled to a total depth of 2 126 
metres, tested gas from two separate 
zones. While the well could not be 
drilled to planned total depth, 
Panarctic has estimated it may 
contain in excess of 150 billion cubic 
metres of natural gas. A twin follow 
up well, AIEG Whitefish G-63, drilled 
in early 1980, tested gas in two zones 
which were indicated but not 
evaluated in the 1979 well. 
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Arctic Ocean 


Harsh conditions are the norm in the 
frontier. 


In addition, Petro-Canada, which 
owns just over 45% of Panarctic, 
continues to fund Panarctic activities 
at a rate in excess of its ownership. In 
the 1980 and 1981 program, Petro- 
Canada will finance 81.2% of the 
Panarctic budget to ensure that the 
necessary level of activity is 
maintained. This resulted from a lack 
of budgetary commitment from the 
private sector partners in Panarctic to 
continue funding their representative 
share. 


In the Beaufort Sea, Dome continued 
to exercise its option to earn an 
interest in Petro-Canada lands by 
drilling its well Natsek E-56. The well 
was started in 1977, drilled to 2 695 
metres in 1978 and drilled to 3 520 
metres in 1979. 


Midnight sun silhouettes Arctic drilling 
rig. 


Frontier Exploration Wells 


Petro- 

Canada Industry 
1976 16 41 
1977 afc 26 
1978 16 24 
1979 15 us} 
Total 60 114 


International 


Petro-Canada has, over the past four 
years, developed a limited 
international exploration presence 
where it was felt that such a presence 
might be of direct positive benefit to 
Canada. Such benefits might include 
access to secure sources of foreign oil, 
increased foreign trade, and access to 
foreign technology for improved 
knowledge and expertise in solving 
Canadian energy problems. Through 
the Pacific purchase, the Corporation 
has also acquired some international 
interests. 


In 1979, the Corporation was 
awarded a 5% interest in an 
exploration block in the Norwegian 
North Sea involving a commitment to 
a three well program for an estimated 
expenditure by Petro-Canada of 
about $4.1 million during 1979 and 
1980. 


In the Far East, Petro-Canada is 
involved in seven of the eight major 
seismic programs currently being 
conducted in offshore areas of the 
People’s Republic of China by a large 
number of major international 
companies and national oil 
companies from other countries. 


Petro-Canada also holds varying 
interests in eight permits located in 
offshore Spain, where the large 
Casablanca oilfield was discovered in 
1975. Sustained production 


commenced in late 1979 from 
temporary facilities in this field. Petro- 
Canada also holds varying interests in 
blocks of land on and offshore in the 
Gulf of Mexico, in the offshore U.K., in 
the offshore German North Sea and in 
the Italian offshore. 


The total Corporation’s activity in the 
international area included 
participation in the acquisition of 

100 000 kilometres of seismic data 
and the drilling of nine exploratory 
wells and one development well. 


Whitefish well in the High Arctic. 


Exploration Well Summary for 1979 
(Gross) 


Oil Gas Dry Other indicated 
discoveries 
64 54 51 1 


Land Summary* 
(square kilometres) 


Western Canada 


Frontier 


N.W.T., Yukon, Beaufort & Hudson’s Bay ... 
ArGtic® SEAS eeu eet eect e 


TOTAL 
170 
Gross Net 
12 849 7 301 
16707 16 450 
2 748 656 
251 Ds 
445 445 
48 000 24 977 
14 601 Tao. 
130119 27201 
220452 60 335 
865aly72 94 668 
5795 680 
418 967 120325 


* These figures do not include some 4 000 square kilometres of royalty and net production 
interests, nor the Corporation’s interest through its 45% ownership of 140 000 square 


kilometres of leases in Panarctic Oils Ltd. 


** Of these Alberta interests, oil sands leases represent 8 000 square kilometres gross; 2 860 


square kilometres net. 


Western Canada 


The 1979 Western Canada 
exploration program was the most 
substantial in Corporation history. 
During 1979, the Corporation drilled 
or participated in 153 exploratory 
wells. In addition, 4 413 kilometres of 
seismic data was acquired to support 
and further delineate prospective 
leases. An aggressive land acquisition 
program, focused mainly on 
purchases at Provincial Crown sales, 
resulted in the acquisition of some 
148 000 new exploratory hectares to 
the Corporation's Western Canada 
land inventory in 1979. 


Under farmout from the Alberta 
Energy Company, Petro-Canada 
continued to operate a multi-well 
exploration program, investigating 
the heavy oil and shallow gas 
potential of a portion of the Primrose 
Bombing Range, at Ipiatik Lake. At 
year end, 29 test wells of an original 
100 well commitment had been 
drilled, with a success ratio of 80%, to 
establish a considerable potential for 
heavy oil production. In addition to 
the drilling which will be completed 
in 1980 and 1981, a thermal recovery 
test is planned for 1982. 


Recent exploratory and step-out 
drilling, initiated in part by the 
Corporation, has established new 
reserves of conventional oil in the 
general Utikuma/Golden area of 
central Alberta where successful wells 
have been drilled. Development 
drilling will continue in 1980 to 
delineate discoveries of the previous 
two years’ exploration. 


Within the Deep Basin area of west- 
central Alberta, the Corporation 
began a multi-well program to 
evaluate both shallow and deep 
zones of oil and gas potential. Four 
successful wells were drilled in the 
Cutbank area, three successful gas 
wells were drilled in the Elmworth 
area, and similar successes were being 
evaluated in the Gold Creek/Karr 
areas. Although delineation work has 
yet to be commenced, gas reserves of 
major dimensions are indicated on 
land blocks in which Petro-Canada is 
a dominant interest holder. In 
addition, early indications are that a 
new oil discovery at Lator has been 
made on another of the large lease 
blocks in which the Corporation has a 
significant interest. 


Exploration activity in the highly 
publicized Brazeau oil area has 
matured considerably. Detailed 
seismic investigations are continuing 
to aid in locating new potential 
exploratory areas. In 1979 the 
Corporation drilled two successful 
wildcat wells at Brazeau 7-20 and 
Peco 6-36, both of which have been 
completed as successful wet gas 
discoveries. 


In northeast British Columbia, a major 
land acquisition initiated a new 
exploratory play. This acquisition, 
lying north of the existing Laprise 
gasfield, was the result of intensive 
geophysical and geological study 
during the past two years. Nearby 
exploratory successes by Petro- 
Canada encouraged this 
investigation. 


Western Canada 
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Along the foothills belt of Alberta and 
B.C., the Corporation has acquired 
selected, but substantial, leases on 
deep, foothills prospects. A major gas 
discovery on Petro-Canada interest 
lands in the Ojay area of B.C. has 
stimulated the Corporation’s interest 
in these prospects. 


Production 


Petro-Canada has combined its 
significant production base with the 
extensive Western Canada reserves 
and production of Pacific, to become 
a major producer of oil and gas in 
Canada. In 1979 the Corporation was 
second in Canada gas production 
with a production rate of 11.5 million 
cubic metres per day. It was about 
eighth in oil and natural gas liquids 
production with production of 10 000 
cubic metres per day. This amounted 
to about 5% of Canada’s oil and 
natural gas liquids production and 
about 5% of its natural gas 
production. 


Approximately 50% of Petro- 
Canada’s gas production is in British 
Columbia, with the Yoyo and Clark 
Lake fields accounting for nearly half 
that volume. In Alberta, the 
Corporation is a major producer in the 
shallow gas areas of the southeast 
and northwest parts of the province. 
Other major areas include 
Whitecourt, Ricinus and Gold Creek. 


Drilling 


Petro-Canada carried out an 
extensive development drilling 
program in 1979 to increase 
production and add reserves to 
maintain the Corporation’s position 
and enhance its revenue producing 
base. A total of $32 million was 
invested in drilling 235 gross (net 103) 
development and production wells. 
Of these, 222 gross wells (96 net) 
were completed as oil and gas 
producers. 


Approximately 91% of Petro- 
Canada’s oil production comes from 
Alberta. The major areas are Viking- 
Kinsella and Wainwright in the heavy 
oil areas of eastern Alberta; the 
medium gravity Bellshill Lake field; 
and light gravity fields of Pembina, 
Swan Hills, Nipisi, Redwater, Kaybob 
and Utikuma. 
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Major areas of activity include the 
Utikuma field, where 6 successful oil 
wells were drilled to add significant 
reserves. At Brazeau River in the West 
Pembina basin, Petro-Canada had 
three drilling rigs operating during the 
last half of the year on both 
exploration and development wells. 
By year end, one successful 
development well had been drilled 
and three others were nearing 
completion. All of these latter wells 
are being completed early in 1980. 
The Corporation continued its 
ongoing annual drilling programs in 
the southeast Alberta shallow gas 
area. In 1979, 67 wells were drilled to 
maintain gas contract commitments 
in the Medicine Hat and Alderson 
fields. Other areas where significant 
multi-well programs were carried out 
include Clark Lake and Laprise in 
northeast British Columbia; Bellshill 
Lake, Rainbow Lake, Caroline and 
Viking/Kinsella in Alberta; and 
Lashburn and Cactus Lake in the 
Saskatchewan heavy oil areas. 


1977 1978 1979 1977 1978 1979 


Approximate Conversion 
Factors 


1 metre 3.3 feet 
1 kilometre 0.62 mile 
1 hectare 2.5 acres 


100 hectares or 250 acres 
35 cubic feet of gas 
6.3 barrels of oil or NGL 


1 square kilometre 
1 cubic metre of gas 
1 cubic metre of oil or NGL 


Facilities 


In 1979, Petro-Canada undertook an 
aggressive Capital program to add 
new oil and gas production facilities 
as well as to expand and upgrade 
existing facilities in its producing 
areas. The total cost of this program 
was $34 million of which 70% was 
devoted to gas production. 


Major construction projects were 
undertaken at Yoyo in northeast 
British Columbia, where additional 
compression facilities are being 
installed, and Paddle Prairie in north- 
western Alberta, where a new gas 
processing facility was placed on- 
stream in 1979. Brazeau River was an 
area of intensive construction activity 
during the year. Construction of a gas 
conservation plant and a central oil 
handling battery were completed in 
1979. As well, the evaluation, design 
and installation of a high pressure 
miscible injection scheme to enhance 
ultimate recovery from three Petro- 
Canada operated pools was greatly 
accelerated in the past year. Injection 
into the first of these pools will 
commence in the spring of 1980, with 
the remaining two starting later in the 
year. These schemes will recover an 
additional 1.5 million cubic metres of 
oil for the Corporation and 

provide a significant increase in 
current revenue. 


Another area where a substantial 
construction program was started in 
1979 was the Kaybob field. This 
project will upgrade and expand oil 
and gas handling facilities which are 
required to bring new gas production 
to market. 


Petro-Canada has contracted much of 
its shut-in natural gas reserves to the 
Pan-Alberta export proposal and is 
involved in twenty-seven new natural 
gas development projects dedicated 
to Pan-Alberta contracts. The 
Corporation’s gas reserves associated 
with this project are almost 14 billion 
cubic metres and its share of Pan- 
Alberta’s proposed production would 
approximate 3 million cubic metres 
per day. 


Reserves 


Heavy Oil 


The Corporation has estimated its gas 
reserves at year end to be 107.5 
billion cubic metres, equal to about 
7% of total Canadian gas reserves. 
While 1979 discoveries of 4.2 billion 
cubic metres offset the year’s 
production of 4.2 billion cubic metres, 
there were downward adjustments in 
the order of 11.4 billion cubic metres 
resulting from a major revaluation of 
the Corporation’s reserves. At year 
end, the Corporation’s oil and natural 
gas liquids reserves were estimated at 
48.8 million cubic metres, about 4% of 
the total oil and natural gas liquids 
reserves in Canada. Production of 4.1 
million cubic metres was largely offset 
by discoveries of 3.1 million cubic 
metres, but again, the reserves’ 
reassessment resulted in a downward 
adjustment of 1.7 million cubic 
metres. These estimates are of Petro- 
Canada’s proven conventional 
reserves and do not include reserves 
contributing to the production of the 
Syncrude Canada Ltd. project. They 
also do not include an estimate of 
reserves of any discoveries in the 
foreign and frontier regions, such as 
the important new discoveries at 
Hibernia. 
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Petro-Canada believes that a major 
source of Canada’s future supply of 
oil production lies in the enormous 
resources of heavy oil in Alberta and 
Saskatchewan which have yet to be 
produced at significant recovery rates 
and at economic production costs. As 
a result, the Corporation has 
embarked on a significant program to 
explore and develop Canada’s vast 
heavy oil reserves. 


In late 1978, the Corporation, along 
with Gulf and Saskoil, entered into an 
agreement with the Saskatchewan 
Government which committed the 
partners to spend $99 million to earn 
a maximum of 65 760 hectares of 
Crown lands in Saskatchewan. To 
year-end 32 wells were drilled on the 
SHOP (Saskatchewan Heavy Oils 
Program) lands of which 17 were oil 
wells. A thermal test is planned for 
1980 at Cactus Lake as a part of the 
program. 


In the Lashburn area of Saskatchewan 
the Corporation has drilled eight 
wells and reservoir studies are under 
way to define the production 
potential of this heavy oil pool. In 
addition an aggressive seismic and 
land acquisition program adjacent to 
the SHOP lands has successfully 
supplemented the Saskatchewan 
Heavy Oil Program. 


At Muriel Lake a $5.9 million seven 
well heavy oil pilot in which Petro- 
Canada has 50% interest and is 
operator was started to test recovery 
methods. 


Heavy Oil project at Kinsella is a joint 
venture pilot. 


Petro-Canada is a 50% partner with 
the Alberta Oil Sands Technology 
Research Authority in a pilot project 
at Kinsella to test steam flood and fire 
flood processes. Twelve wells have 
been drilled for each scheme. 


In addition, the Corporation has 
embarked on a major research 
program with Petroleos de Venezuela 
to exchange information and 
undertake research and development 
into ways of extracting and upgrading 
heavy oil resources found in both 
Canada and Venezuela. 


Oil Sands/Mining 


Petroleum 
Products/ 
Marketing 


On August 30, 1979, the Alberta 
Energy Company exercised its option 
to acquire 20% of Syncrude thereby 
reducing the Corporation’s share 
from 15% to 12%. The Corporation's 
share of the option payment was 
$82.3 million. 


During 1979 the Syncrude project 
produced 18 million barrels of 
synthetic crude oil. Considerable 
progress was made towards 
improving mining operations and 
bitumen recoveries in the extraction 
plant. In the upgrading plant, efforts 
continue to focus on improving the 
operating reliability of the process 
units. Production for the plant 
averaged 7 800 cubic metres per day 
in 1979. It is expected that capital 
expenditures, to redesign and 
debottleneck operations will result in 
maximum production of 20 500 cubic 
metres per day by 1983. The 
production was sold to refineries in 
Ontario and Quebec. The agreement 
with the Federal government to 
guarantee world price for Syncrude 
production has made it possible to 
cover much of the high cost and risk 
of this pioneering venture. 


Petro-Canada also has a 9% interest in 
the Alsands proposal, a $6.7 billion, 
22 000 cubic metre per day oil sands 
mining plant planned for an area 
north of Fort McMurray. Start-up of 
the plant is scheduled for 1986. 
Applications for regulatory approval 
were outstanding at year end. 


Petro-Canada is the operator of the 
PCE) project, an in-situ pilot project 
which will test a patented electric- 

preheat steam drive in-situ process. 


In 1978 the partners Petro-Canada, 
Canada-Cities Service Ltd. and Esso 
Resources Ltd. entered into an 
agreement with Japan Canada Oil 
Sands Limited (JACOS) for a 15-year, 
three phase farmin by which JACOS 
could earn an undivided 25% interest 
in 4 800 square kilometres in leases in 
the Athabasca Oil Sands by spending 
$74.8 million over the three phases of 
the project. In 1979, construction was 
started on the initial field pilot of 12 
wells, 40 kilometres south of Fort 
McMurray. 


The Corporation is operator of a five 
company venture to test a thermal 
mining technique in the Alberta oil 
sands. In 1979 Petro-Canada 
commenced Phase 1 of the project 
which involves tunnelling into the 
limestone underlying the oil sands 
zone and drilling up into the 
formation. 


The Corporation is also involved in 
two other in-situ oil sands projects. At 
Gregoire Lake a project is testing a 
three phase extraction process 
involving preheating the formation, 
reducing formation pressure and 
using forward combustion and 
waterflood to drive the oil to the 
surface. At Golden Lake the 
Corporation is investigating leases 
containing carbonate rocks 
impregnated with bitumen. 


At year end the Corporation had a 
marketing system consisting of 366 
retail gasoline stations and 54 
wholesale outlets from British 
Columbia to the Lakehead in Ontario. 
This system supplies approximately 
5% of the motor gasoline and 
distillate market in Western Canada. 
Public response to the Pacific 66 retail 
outlets as well as the response of the 
franchised dealers operating these 
outlets has continued to be positive 
since the change to Petro-Canada 
ownership. Retail gasoline sales 
increased by 14% in 1979 compared 
to a 5% increase in the total retail 
gasoline market. 


Under an agreement with Phillips 
Petroleum, the Corporation must seek 
a new identification for its marketing 
outlets by late 1980. It is expected 
that anew marketing entity will be in 
place by that time. 


Petro-Canada owns and operates a 
3 000 cubic metre per day refinery at 
Taylor, B.C. This refinery historically 
supplies about 60% of the 
Corporation's requirements for its 
marketing network, either directly or 
through reciprocal sales agreements. 
A $12 million expansion of the Taylor 
refinery will be commenced in 1980 
to ensure that increased demand in 
Northern British Columbia will be 
met. 
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Empress 


Arctic Pilot 
Project 


At the Empress natural gas liquids 
recovery plant, major new facilities 
were brought on-stream to provide 
recovery of up to 4 000 cubic metres 
per day of ethane in addition to the 

2 500 cubic metres per day of propane, 
butanes, and natural gas previously 
obtained. The new plant is the largest 
in the world to use the turbo- 
expansion process for liquids 
recovery. It features extensive 
computer control systems and high 
fuel efficiency, using about the same 
quantity of fuel to recover more than 
double the quantity of natural gas 
liquids. 


Market demand for propane, butanes, 
and other natural gas liquids 
strengthened in 1979 resulting in 
substantial increases in revenue for 
the Corporation. 


Mining 


The Corporation is involved in various 
Canadian coal and mineral projects. 
At Lethbridge, Alberta, the 
Corporation has an 80% interest in 

13 500 hectares of Crown coal leases. 
It has commenced the sinking of a 
shaft to obtain access to the coal in 
order to test mining methods and 
obtain samples for prospective 
customers. At Monkman, in north- 
eastern British Columbia, the 
Corporation holds a 50% interest ina 
37 400 hectare coal lease. A feasibility 
study is currently being conducted to 
investigate the prospects for an open 
pit, metallurgical coal mine. The 
Corporation is continuing to pursue 
markets for these prospective mines. 
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The Arctic Pilot Project would open the 
north to resource development. 


Petro-Canada is the Project Manager 
of the Arctic Pilot Project on behalf of 
partners, The Alberta Gas Trunk Line 
Co. Ltd. and Melville Shipping Ltd. 


The Project will provide significant 
economic benefits to the Arctic and 
Eastern Canada, will reduce Eastern 
Canada’s dependence on imported 
oil, will open up the Arctic to year- 
round shipping and will put Canada in 
the forefront of Arctic marine 
technology. The Project is designed 
to demonstrate the feasibility of 
producing and delivering 7 million 
cubic metres per day of natural gas in 
liquid form (LNG) from Melville Island 
in the Canadian Arctic to southern 
markets on a year-round basis. The 
LNG will be regasified in Eastern 
Canada for delivery by displacement 
to U.S. customers. Total cost estimate 
for the Project is $1.75 billion with a 
planned start-up in 1985. 


To date, the partners have spent $16 
million on development, engineering 
and environmental assessment 
programs. These programs covered all 
components of the Project including : 
the Melville Island facilities which 
include Drake Point production 


facilities and the 160 kilometre 
pipeline to liquefaction facilities at 
Bridport Inlet on the south coast; the 
shipping component, which involves 
two Class 7 ice-breaking tankers; and 
the southern regasification terminal. 


In January 1979, applications were 
submitted to the National Energy 
Board, the Ministry of Transport and 
Department of Indian and Northern 
Affairs for approvals to proceed with 
detailed design and construction of 
the Arctic Pilot Project. Letters of 
Intent for purchase of gas from Arctic 
producers and for sale of gas to U.S. 
purchasers will be filed with the 
National Energy Board in early 1980 
for hearings expected to commence 
by mid-1980. 


Other Interests 


Financial 
Review 


Westcoast 
Transmission 


Through the purchase of Pacific, the 
Corporation acquired a 32% interest 
in Westcoast Transmission Ltd. In 
May 1979, the Corporation increased 
its interest to almost 36%. Westcoast 
Transmission owns and operates a 

4 190 kilometre natural gas gathering 
and transmission system in B.C.; has a 
62% interest in Westcoast Petroleum; 
a 45% interest in Pacific Northern Gas 
and a 50% interest in the Foothills Gas 
Pipeline project. 


Cochin Pipeline 


Petro-Canada has a 10% interest in 
both the Canadian and American 
portions of the Cochin pipeline, a 

2 930 kilometre pipeline carrying 
natural gas liquids including ethylene 
from Alberta to Sarnia, Ontario. 


Petroleum 
Transmission Co. 


Petro-Canada owns 100% of the 
Petroleum Transmission Company, a 
pipeline facility which carries propane 
and butane liquids from the Empress, 
Alberta Processing Plant to rail 
terminals at Regina and Winnipeg. 


Polar Gas Project 


In 1979 Petro-Canada continued to 
support the economic, environmental 
and technical studies of the Polar Gas 
Project in which it has a 25% interest. 
This long-term pipeline study project 
is designed to carry major quantities 
of natural gas from the high Arctic to 
domestic and export markets when 
and if threshold reserves are 
discovered. 


Q&M Pipeline 


In 1976 Petro-Canada undertook,with 
The Alberta Gas Trunkline Company 
Limited, a major study to investigate 
the feasibility of moving western 
Canadian natural gas to markets in 
Quebec and the Maritimes. The 
resulting application by Q&M 
Pipelines Ltd., in which Petro-Canada 
retained an option to take a 20% 
interest, was put forward to the 
National Energy Board for approval in 
1978. Significant alterations in the 

Q & Mapplication were being made 
at year end, as a result of discussion 
with other companies and to help 
expedite hearings before the National 
Energy Board. 


The financial activities of 1979 are 
highlighted by the completion of the 
purchase of Pacific Petroleums Ltd., 
and the continued increase in the 
Corporation’s earnings and capacity 
to generate funds from operations to 
finance its sizeable capital 
expenditure program. These 
achievements are important to Petro- 
Canada’s current position and 
provide a firm financial base for its 
future activities. 


At the beginning of 1979, the 
Corporation owned 51.6% of Pacific 
Petroleums Ltd. Effective February 3, 
1979 the Corporation increased its 
holdings of Pacific’s issued common 
shares to 100%. The 1979 share 
purchase was financed from the 
$749.0 million cash held for 
investment at December 31, 1978. 
The aggregate cost of the acquisition 
was $1,496.4 million. Most of the 
funds for the purchase were acquired 
in 1978 from the proceeds of a 
$1,464.4 million preferred share issue 
by the Corporation's subsidiary, 
Petro-Canada Exploration Inc. (PEX), 
to a group of Canadian chartered 
banks. 


The Corporation’s financial results in 
1979 include Pacific on a 100% basis 
(with the minor exception of the 
48.4% held by other shareholders of 
Pacific from January 1 to February 2), 
whereas the financial results for 1978 
include Pacific’s results from 
November 11, 1978, the effective 
date of acquisition by Petro-Canada 
of the majority of the shares of Pacific. 


: 


i 1977 1978 | 1979 


Operating revenue for 1979 of $704.5 
million increased from $174.3 million 
in 1978 mainly as a result of the 
inclusion of greater production 
revenue coming from the Pacific 
acquisition and higher prices for oil 
and gas. In addition, interest income 
of $29.3 million and the gain on 
foreign exchange of $1.7 million 
resulted mainly from the investment 
of temporarily surplus funds and the 
cash held for the completion of the 
Pacific acquisition. The Corporation’s 
investment in Westcoast 
Transmission Company Limited 
generated almost all of the equity in 
earnings of affiliates of $15.6 million. 
Total revenue for the year of $751.2 
million represents an increase of 
$546.1 million over 1978 revenue of 
$205.1 million. 
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Cash Expenses 


Total cash expenses of $383.9 million 
in 1979 increased by $293.7 million 
over 1978 expenses of $90.2 million 
reflecting the considerably expanded 
operations resulting from the Pacific 
acquisition, higher costs of purchases 
of crude oil and products for refining 
and marketing operations, and a 
general increase in operating costs. 


Funds from 
Operations 


After adjusting total revenue for the 
portion of equity in earnings of » 
affiliates not distributed to Petro- 
Canada in dividends of $5.5 million 
and providing for current income 
taxes of $4.1 million, funds from 
operations were $357.7 million in 1979 
compared with $113.2 million in 1978. 


Funds Available 
for Investment 


1977 %&& 1978 1979 


In addition to funds from operations 
of $357.7 million, Petro-Canada 
received $82.3 million from the sale of 
20% of its interest in the Syncrude 
project as a result of Alberta Energy 
Company Ltd. exercising an option 
granted to it in 1975. It also received 
$9.0 million for gas paid for but not 
taken for a total of $449.0 million. 
From this, cash disbursed for the 
payment of preferred share dividends 
of $95.8 million and a reduction of 
long-term debt of $47.7 million left 
$305.5 million for use by the 
Corporation for other investment 
Opportunities. 


These are funds generated by Petro- 
Canada (after all cash costs for 
operating expenses, Current income 
taxes, and obligations for long-term 
debt and preferred share dividends) 
which are available for new 
investments. 


Earnings 


1976 1977 


1978* 


1979* 


*Earnings are after deduction of preferred share 
dividends of PEX of $13.6 million in 1978 and $95.8 
million in 1979. 

Allowances for items which do not 
require current cash expenditures 
amounted to $231.7 million, 
consisting of deferred income taxes 
of $117.9 million, depreciation, 
depletion and amortization of $128.8 
million, less other net credits 
amounting to $15.0 million. After 
deducting these items from funds 
from operations of $357.7 million the 
net earnings before the deduction of 
financing costs, incurred for the 
purchase of Pacific, was $126.0 
million in 1979 as compared to $27.4 
million in 1978. The dividends paid on 
the preferred shares issued to 
Canadian banks to fund the purchase 
of Pacific were $95.8 million in 1979, 
leaving net earnings after preferred 
share dividends of $30.2 million up 
from $13.7 million in 1978. 


Total Sources and Uses of Funds 


Petro-Canada’s total sources of funds for 1979 were as follows: 


Working capital provided from operations ................... 


Sale of 20% interest in Syncrude...... 
Natural gas paid for but not taken .... 


Funds from shares issued to Government of Canada........... 


Additional long-term debt .......... 


Funds held for completion of Pacific acquisition. .............. 


Total sources of funds 


These funds were used as follows: 


Completion of Pacific acquisition 


Oil and gas exploration and development 
PEX preferred share dividends ....... 
Reduction of long-term debt ........ 


Investments (mainly Westcoast Transmission) ................ 


SVNCHIGE DIOleCis sae tas oes 


Polar Gas, Heavy Oil, Arctic LNG and other 


feasibility studies (deferred charges) 


Increase in working capital.......... 


Assets 


At the end of 1979 consolidated 
assets totalled $3,411.3 million, 
consisting of: current assets of $425.9 
million; investments (mainly 
Westcoast Transmission and 
Panarctic) of $275.9 million; property 
plant and equipment of $2,671.7 
million; and deferred charges of $37.8 
million. Deductions of liabilities and 
deferred income taxes amounting to 
$968.0 million and the $1,464.4 
million preferred shares issued by PEX 
resulted in shareholder's equity at 
book value of $978.9 million. The 
Government of Canada equity at year 
end consisted of common shares of 
$580.0 million and preferred shares of 
$343.8 million for a total of $923.8 
million. Retained earnings at year end 
were $55.1 million. 


It is worth noting that the 
Government of Canada’s equity 
reflects the purchase costs of 
underlying assets but does not reflect 
their present market value. 


(millions) 
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749.0 


$1,364.0 
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$ 749.5 
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13.0 
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$1,364.0 


‘Government investment 
_ in Petro-Canada Shares 
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Consolidated Balance Sheet 


As at December 31, 1979 


(stated in thousands of dollars) 


Assets 
1979 1978 
Current Assets 
Cash and short-term deposits $177,308 $ 76471 
Accounts receivable 195,054 127,984 
Inventories l 47,813 38,171 | 
Deposits and prepaid expenses 5,706 1,232 5 
425,881 243,858 
Cash Held for Investment — 749,000 
Investments (Note 4) 275,886 235,485 
Property, Plant and Equipment, net (Note 5) 2,671,737 2,087,244 
Deferred Charges (Note 7) 37,817 33,326 
Approved on behalf of the Board 
Vip byes 
Director 
\ iy \ 
= Onn 
4 
Director 
$3,411,321 $3,348,913 
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Liabilities 
1979 1978 
Current Liabilities 
Accounts payable and accrued liabilities. > 493,123 $ 124,195 
Portion of long-term debt due within one year 47,270 36,839 
Income taxes payable 2,840 — 
243,233 161,034 
Long-Term Debt (Note 8) 282,236 300,277 
Deferred Natural Gas Revenue 17,296 8,290 
Deferred Income Taxes 425,331 307,452 
5% Convertible Subordinated Debentures = 25,004 
Minority Interest —~ 279,790 
Preferred Shares Issued by a Subsidiary (Note 9) 1,464,375 1,464,375 
Shareholder’s Equity 
Capital (Note 10) 
Preferred shares 343,800 337,800 
Common shares 580,000 440,000 
923,800 777,800 
Retained Earnings 55,050 24,891 
978,850 802,691 
$3 411 321 $3 348 913 


Consolidated Statement of Earnings and 


re 


Retained Earnings 


For the year ended December 31, 1979 


(stated in thousands of dollars) 


Revenue 
Operating 


Interest 


Equity in earnings of affiliates 


Gain on foreign exchange 


Expenses 
Operating 


Depreciation, depletion and amortization 


General and administrative 


Interest on long-term debt 


Research 
Other interest 


Earnings Before Undernoted Items 
Gain on Sale of Portion of Investment in the Syncrude Project 


Provision for Income Taxes (Note 11) 
Deferred 


Current 


Minority Interest (Note 3) 


Net Earnings for Year Before Preferred Share 
Dividends of Subsidiary 


Preferred Share Dividends of Subsidiary (Note 9) 


Net Earnings for Year After Preferred Share 
Dividends of Subsidiary 


Retained Earnings at Beginning of Year 


Preferred Share Issue Expense of Subsidiary 


Retained Earnings at End of Year 


20 


1979 1978 
(Note 2) 
$704,519 $174,344 
29,319 20,926 
15,580 1779 
1,746 8,046 
751,164 205,095 
317,246 53,763 
128,824 38,388 
48 463 23,196 
17,626 11,289 
515 4125 
— 1,839 
5127074 128,600 
238,490 76,495 

14,532 — 
253,022 76,495 
147,879 38,763 
4,089 3,346 
121,968 42,109 
131,054 34,386 
5,049 7,010 
126,005 27,310 
95,846 13,636 
30,159 13,740 
24,891 12,848 
55.050 26,588 
— 1,697 
$ 55,050 $ 24,891 


Petro-Canada 
Consolidated Statement of Changes in 
Financial Position 


For the year ended December 31, 1979 


(stated in thousands of dollars) 


1979 1978 
(Note 2) 
Sources of Working Capital 
Net earnings for year before preferred share 
dividends of subsidiary $ 126,005 $27,376 
Add items not affecting working capital 231,679 85,792 
Working capital provided from operations 357,684 113,168 
Proceeds from issue of preferred shares by subsidiary — 1,464,375 
Proceeds from issue of shares 146,000 239,500 
Proceeds from issue of long-term debt 20,000 — 
Reduction in cash held for investment 749,000 —_ 
Proceeds from sale of portion of investment in the Syncrude Project 82,282 — 
Deferred natural gas revenue 9,006 8,290 
1,303,972 1,825,333 
Uses of Working Capital 
Acquisition of shares of Pacific Petroleums Ltd. (Note 3) 749,528 699,023 
Cash held for investment — 749,000 
Increase in investments 25,076 16,746 
Purchase of property, plant and equipment 341,394 219,236 
Increase in deferred charges 4,597 1,322 
Reduction of long-term debt 47,707 1116 
Preferred share dividends paid by subsidiary (Note 9) 95,846 13,636 
Preferred share issue expense of subsidiary — 1,697 
1,264,148 1,741,776 
Increase in Working Capital 99,824 83,557 
Working Capital (Deficiency) at Beginning of Year 82,824 (733) 
Working Capital at End of Year $ 182,648 $ 82,824 
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Notes to Consolidated Financial Statements 


December 31, 1979 


(tabular amounts shown in thousands of dollars) 


1. Summary of Significant Accounting Policies 


(a) Basis of Consolidation 


The consolidated financial statements include the accounts of Petro-Canada and its subsidiary, Petro-Canada 
Exploration Inc. (PEX’’), and all of its subsidiaries (‘‘the Corporation’”’). 


The excess of the consideration paid for the shares of subsidiaries over the underlying net book values at the 
dates of acquisition has been attributed to the related assets acquired. 


(b) Inventories 
Inventories are valued at the lower of cost and net realizable value. 


(c) Investments 


The Corporation accounts for investments in companies over which it has significant influence on the equity 
method. Other long-term investments are accounted for by the cost method. 


(d) Property, Plant and Equipment 


The Corporation follows the full cost method of accounting for oil and gas properties whereby all costs 
relating to the exploration for and development of oil and gas reserves are capitalized. Such costs include 
those related to lease acquisitions, geological and geophysical activities, carrying charges of non-producing 
properties, drilling both productive and non-productive wells and overhead related to exploration. 


Separate cost centres have been established for non-frontier Canada, each of five Canadian frontier areas and 
each foreign area in which the Corporation has an interest. Costs incurred in non-frontier Canada and in 
producing foreign cost centres are depleted separately on the unit of production method based on estimated 
proven oil and gas reserves. For purposes of calculating depletion, natural gas production and reserves are 
converted to equivalent units of crude oil based on the relative energy content of each commodity. 


Annual costs incurred in the other cost centres are amortized on a straight line basis over the period during 
which exploration activity in each cost centre is expected to continue. Where exploration proves to be 
successful, amortization is suspended and the unamortized balance of the cost centre is depleted on the unit 
of production method when production commences. Where exploration proves to be unsuccessful and the 
cost centre is condemned or abandoned, the unamortized balance of that cost centre is charged to earnings 
at that time. 


Costs of property, plant and equipment associated with the Syncrude Project and related leases are 
accumulated in a separate cost centre and are depleted on the unit of production method. Expenditures on 
other bituminous sands leases are also accumulated in separate cost centres and are amortized, depleted or 
otherwise charged to earnings in accordance with the policy described in the preceding paragraph. 


Substantially all of the Corporation's exploration and production activities related to oil and gas are 
conducted jointly with others. Only the Corporation’s proportionate interest in such activities is reflected in 
the financial statements. 


The interest cost of debt attributable to the construction of major new facilities is capitalized during the 
construction period. 


Depreciation of plant and equipment (except as noted above) is provided on either the unit of production or 
straight line methods as appropriate. Straight line depreciation rates range from 4% to 25%. 
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(e) Deferred Charges 
The Corporation is deferring costs incurred on feasibility studies involving economic evaluation and 
preliminary engineering relating to: 
(i) Production of hydrocarbons from conventional heavy oil deposits 
(ii) Polar Gas Project 
(iii) Arctic Liquefied Natural Gas Project 
(iv) Other — transportation and drilling related technologies. 


When production or commercial activity of a particular project commences the applicable expenditures are 
amortized based on the estimated useful life of the project. In the event that a decision is made not to 
proceed with a particular project, all associated costs are charged to earnings at that time. 


The costs of the Polar Gas Project relate to feasibility studies in connection with a gas transmission system 
from the Arctic Islands to Eastern Canada. Under the participation agreement, subject to the project’s 
feasibility and approval by the necessary regulatory authorities, the participants shall be entitled to have the 
costs they have incurred treated as an equity investment in a company incorporated to construct and operate 
the transmission facilities, or be reimbursed out of any financing of such company. 


Debt issue expense is amortized on a straight line basis over the life of the debt. 


(f) Research Costs 
Research costs are charged against earnings as incurred. 


(g) Income Taxes 
The Corporation makes full provision for income taxes deferred as the result of claiming tax depreciation, 
exploration, development and other costs which exceed the related amounts charged to expense in the 
financial statements. 


(h) Translation of Foreign Currency 
Current assets and current liabilities are translated at the rate of exchange in effect at the close of the year. 
The resulting gains and losses are included in earnings. Long-term assets, liabilities and preferred shares issued 
by a subsidiary are translated at rates in effect at the dates the assets were acquired, the obligations incurred 
or the capital stock issued. Revenue and expense items are translated at the average rates in effect during the 
year with the exception of depletion, depreciation and amortization which reflect rates in effect when the 
assets were acquired. 


Comparative Figures 


The 1978 comparative figures in the consolidated statements of earnings and retained earnings and changes in 
financial position include the operating results of Pacific Petroleums Ltd. from November 11, 1978, the effective 


date on which it became a subsidiary. 


Certain reclassifications have been made to the 1978 comparative figures to conform with the current year’s 
presentation. 


Acquisition of Shares of Pacific Petroleums Ltd. 


Effective February 3, 1979, the Corporation increased its holdings of the issued common shares of Pacific 
Petroleums Ltd. from 51.6%, held on December 31, 1978, to 100%. The additional shares were acquired, pursuant 
to a tender offer dated January 19, 1979, at a cost of $749,528,000. The aggregate cost of the acquisition of all of 
the Pacific shares was $1,496,389,000 (including related expenses). Concurrent with the January 19, 1979 tender 
offer, $24,566,000 principal amount of the 5% Convertible Subordinated Debentures was converted into 638,716 
common shares of Pacific, and the balance of $438,000 was redeemed. Funds for the 1979 purchase were 
provided from the cash held for investment at December 31, 1978. 
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Details of the acquisition, which has been accounted for by the purchase method, are as follows: 


AQT 1978 


Book value of acquired interest 
(1978 — net of working capital acquired of $47,838,000) ..................05. $309,843 $242,728 


Excess of attributed value over book 
value of acquired interest: 


Petroleum and natural gas properties ....0.5.0..,... 030, 439,673 454,913 
Investment in Westcoast Transmission Company Limited .................. 9,678 10,028 
Long-term debt... 3. (9,666) (8,646) 
439,685 456,295 

Cost of acquisition net of working capitalacquired)....0....,...).,.55.055 0 $749,528 $699,023 


Subsequent to the completion of the acquisition of Pacific, its assets and liabilities were transferred to PEX and 
proceedings to effect the dissolution of Pacific were commenced. 


The Corporation's consolidated earnings for 1979 include 100% of the as of Pacific from February 3, 1979 
and 51.6% prior to that date. 


Investments 


The Corporation’s investments consist of: 


1979 1978 
At equity 
Westcoast Transmission Company Limited ......07,..:..55....5.5,.5 3 $157,516 $116,700 
Panarctic Oils id= ee 108,553 108,553 
Pacific Northem Gas'lid: 2.2.26...) Ge 2,287 1,996 
Other, at cost: oe ee 7530 8,236 


$275,886 $235,485 


Westcoast Transmission Company Limited 


At December 31, 1979, the Corporation held 35.9% of the total outstanding common shares of Westcoast 
Transmission Company Limited. Westcoast has reserved common shares for issuance to holders of convertible 
securities and share purchase warrants which, if issued, would reduce the Corporation’s interest to 31.3%. 


The value assigned to the investment in Westcoast, when it was acquired by the Corporation through the 
acquisition of Pacific, and the cost of subsequent share purchases exceed the underlying net book value at the 
dates of acquisition by $33,168,000. This excess is being amortized over the estimated useful lives of the 
underlying assets to which it is attributed by charges against the Corporation’s share of Westcoast’s net earnings. 


Westcoast is a regulated utility and is subject to regulatory directives which may change the components of the 
cost of service. Changes resulting from such directives do not have a direct effect on net earnings due to rate of 
return on rate base considerations which are also taken into account in the regulatory process. 


At December 31, 1979, the quoted market value of the Corporation's investment in Westcoast was $184,560,000 
(1978 — $133,303,000). 


Panarctic Oils Ltd. 


At December 31, 1979, the Corporation held approximately 45% of the issued common shares of Panarctic Oils 
Ltd. These shares are not traded on the open market and therefore do not have a quoted market value. The 
activities of Panarctic are in the exploratory stage and all expenses less sundry income have been capitalized; the 
company is deemed not to have earned a profit or sustained a loss. The Corporation is committed to penetaies 
of approximately $14,000,000 in connection with the ongoing financing of Panarctic. 
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Property, Plant and Equipment 


Property, plant and equipment consists of: 
1979 1978 


Accumulated 
Depreciation, 
Depletion and 


Cost Amortization Net Net 
Oil and gas 
Canada 
Son MOnueraleds a $1,996,715 $143,243 $1,853,472 $1. 366,907 
SS rOMmiel atleast 246,558 32,373 214,185 148,015 
POV Oak ee ee rey eee os 75,248 7,382 67,866 39.213 
Bituminous sands 
— Syncrude Project and related leases (Note 6)..... 282,981 2,554 280,427 337/003 
— Other bituminous sands leases 
and expenditures thereon.....-. 200s. s ce. 22527 2,924 19,603 10,618 
Reimoe and matkene oo ee 48,721 3,905 44,816 44,185 
Maile gasduids 126,793 1,218 125,575 85,689 
Pipelines, and other property and equipment ........ 71,273 5,480 65,793 54,854 


$2,870,816 $199,079* $2,671,737 $2,087,244 


“consists of depreciation — $26,998,000, depletion — $127,670,000 and amortization — $44,411,000 (at December 31, 1978 — $7,248,000, 
$45,718,000 and $17,722,000 respectively). 


Syncrude Project 


The Corporation is a participant in a project operated by Syncrude Canada Ltd. to produce synthetic crude oil 
from the Athabasca Oil Sands. The Corporation considered the project to be in the start-up phase until June 30, 
1979, and start-up expenses net of revenues up to that date are included in the capital cost of the project. 


On August 30, 1979, the Alberta Energy Company Ltd. exercised its right, granted under the terms of an option 
agreement, to purchase a 20% interest in the Syncrude Project. As a result, the Corporation’s interest in the project 
was reduced from 15% to 12%. 


Associated with the Syncrude Project are facilities which are not owned by the participants, consisting of a steam 
and electricity generating plant, a field gas supply pipeline and a pipeline to transport plant product to Edmonton. 
The Corporation, together with the other participants, has minimum usage commitments relating to these 
facilities. 


Deferred Charges 


Deferred charges consist of: 


1979 1978 
At cost: 
Peay Ol IOV Sree Maven ree hs ee wate ne MGs bas CL Sad $12,647 $12,645 
Br TSS OHO eee erie ai ccah ney inate meat ath aegaa ts ack a Wee tin ow ok AG 13,501 12,062 
Arctic tiquened Natural Gas Project. ai. os hee. ee es aden s aot s 7,502 4,950 
COAL Coe Soe! San tet aa BE a seer rage gy abe be aera Nery iy Sect A ara 8 ere eee ie mera 3,582 2,703 
ATOM eUICE DE KOON SO (etic ct dus cneletaes Vuela Wriawin iw elles os odpm a Ae Oo 505 966 
$37,817 $33,326 


ea) 


Long-Term Debt 


Long-term debt consists of: 


Maturity 1979 1978 
In Canadian dollars 
Bank Income Debentures ..5.... 53... 1983 $180,000 $190,000 
6.25% - 6.75% MOMmeaves 6 1985 1,640 2,055 
Other long-term debt, non-interest bearing.................... 1987 3,200 3,600 
In United States dollars 
9% unsecured notes ($60,000,000 US),....5.50,.. .0.,...0.. 1996 71,078 65,161 
8.45% unsecured notes ($30,000 000. US)... 6... 1987 35,539 33017 
5.25% unsecured notes ($26,000,000 US)... 3... .........% 1985 30,817 33,926 
5.75% - 6.25% morteages ($4, 25200005)... 8 1988 5,096 5,686 
6.5% secured notes: ($1777,000US) 9. 1982 2,136 2,971 
329,506 337,116 
Less portion due within one year... 2.09. 2.00. 47,270 36,839 


$282,236 $300,277 


Bank Income Debentures 


The Bank Income Debentures are held by a Canadian chartered bank and bear interest at approximately 52% of 
the bank’s prime lending rate as announced from time to time. No deduction is allowed under the Income Tax Act 
for interest expense relating to the Bank Income Debentures (Note 11). 


While the Bank Income Debentures are not secured by any charge against the assets of the Corporation, there are 
certain restrictions with respect to the disposition or encumbrance of the investment by the Corporation in PEX. 


During the year, the Corporation redeemed Bank Income Debentures in the amount of $30,000,000 and reissued 
Debentures, which had been redeemed in a prior year, in the amount of $20,000,000. 


Repayment of long-term debt 


Annual repayments of the 9% and 8.45% unsecured notes will commence in 1981 and 1982 respectively. All the 
other issues are currently subject to minimum annual repayments. 


The repayment of long-term debt in each of the next five years is as follows: 


1980 — $47,270,000 1981 — $61,628,000 1982 — $66,437,000 
1983 — $56,494,000 1984 — $16,399,000 


Preferred Shares Issued by a Subsidiary 


The preferred shares issued by PEX consist of 12,500,000 floating rate, cumulative, redeemable, non-voting, 
preferred shares issued at $100 U.S. per share to a group of Canadian chartered banks. 


The shares are redeemable, at the option of PEX, at $100 U.S. per share, plus accrued dividends, except that to the 
extent shares in excess of 3,125,000 are redeemable prior to November 10, 1981, such excess shares are 
redeemable at a premium of $2 U.S. per share. 


Cumulative dividends, payable quarterly, are based on a percentage of, at the option of PEX, either the United 
States Base Rates, or the London Inter-Bank Offered Rates of the banks. At December 31, 1979, the dividend rate 
was approximately 8% per annum. 


Under the terms of an agreement between the banks and the Corporation, in the event that PEX does not exercise 
its option to redeem the shares over a ten year period beginning December 31, 1983, or in the event of certain 
occurrences under the provisions of the agreement, the banks have the option to require the Corporation to 
purchase the shares at $100 U.S. per share, plus accrued dividends. 


10. 
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Capital 
Authorized: 


The initial authorized capital of the Corporation was $500 million divided into 100 common shares of the par value 
of $5 million each. This was increased to 116 common shares on the acquisition of the capital stock of Panarctic 
Oils Ltd. previously owned by the Government of Canada. 


Pursuant to the Petro-Canada Act, and subject to certain conditions and limitations as to the aggregate amount, 
the authorized capital of the Corporation is increased by the issue of preferred shares. Accordingly, at any time, 
the authorized and issued preferred shares are identical. The preferred shares have a par value of $1 each, are 
redeemable at par at the option of the Corporation, carry no stated rate of dividend and are non-cumulative. 


Issued (to the Government of Canada): 


1979 
Number 
of 

Shares Consideration 
Common Shares 
Balance at Desinning Ol Yeal..... 4-6, 88 $440,000 
ROCA 2 28 140,000 
Balanve atend Of year. Gy. 116 $580,000 
Preferred Shares 
Balance at beginning Of year... 337,799,853 $337,800 
POCA i ee ee a es, 6,000,000 6,000 
Dance at end OL Vedl ie ee 343,799,853 $343,800 


Income Taxes 


Shares 


56 
32 


88 


250,299,653 
79,500,000 


33/;199,853 


Consideration 


$280,000 
160,000 


$440,000 


$258,300 
79,500 


$337,800 


The provision for income taxes of $121,968,000 (1978 — $42,109,000) represents an effective rate of 48.2% (1978 
— 55.0%) on earnings before income taxes of $253,022,000 (1978 — $76,495,000). The provision has been 


computed as follows: 


Potanigs BelOle WiCOme taXes a ee 


Add (deduct) 


Royalties and other payments to Provincial Governments ...............00005 


Federal allowances 
Resource allowance. 
Tax depletion...... 


CHR MAT ier aa ToT OCG TRA Tee Rr it aes eT Vary fey pe pet ae Yee eas at nh ae fesse PN BR Tey ey cr een Rt Tt Cone tent ere Vy Res. St Waa tae eee RO TOK ea J 


EMEC TI Wa i Vit vaN Nei hae ber yany Tet Dee Cases [Ebr Tec ear Tey Ip SPAT Gea ise AIL eWay POM Yous Yueh Caer Sonat TRC DM Ya el JGR aml Tone i Tee UR aa el JS TI 


PRONLIER CX PIOTAtION QNOWANCOS (0 ie a 
Non-deductible interest on Bank Income Debentures (Note 8) ................ 
Non-taxable pomionm ol Capital edgins:. 6. oc he eee 
Amortization of excess of attributed value over book value of 

assets acquired on purchase of subsidiary companies .................0005. 
EGU eeatlines Or almiaics 6 a ee ee 


OMe. os 


Pe Ree ar come MT Week fee tts Toy sek er ey ee RET Nek Wer Pent eet Cat Wee eLle fant ey ae Sule Siar fie Grit calc aes Saat OT Yona pea ete Yee Ge es ar Jet OC Vee Nee I 


Combined Canadian Federal and Provincial income tax at 47% ............00005> 
Deduct tax rebates and credits 
PIOVINUia INC OMe tax TEDALe DIANS cc5G fo vega hy os oe ek vw cee es 
Feceta im vesiiient (acCreGil Ss a ee ae 


Provision for income taxes 


Shae e eet weer een iie erie es 8 — 8-767) -eiert a hele sy [are esa @) Jee 18 wei eae e Se) ee — Bie) p98) sah e. eval 


1979 
$253,022 


227,020 


(123,288) 
(77,978) 
(28,603) 
13,385 
(14,966) 


63,141 
(15,580) 
(662) 


295,491 
138,881 


(13,327) 
(3,586) 


$121,968 


1978 
$ 76,495 


79,451 


(41,590) 

22,192) 
(8,708) 

10,406 


13,693 
(1,779) 
(4,676) 


101,100 
47,517 


(5,408) 


$ 42,109 
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Ad Litigation 


On January 9, 1980 Atlantic Richfield Company served the Corporation and PEX with a Statement of Claim 
requesting that the Corporation cause PEX to pursue a monetary claim for $12,039,000 against the Government of 
Saskatchewan with respect to payments made by it under certain Saskatchewan legislation (subsequently 
determined to be unconstitutional) prior to the time the shares of PEX were acquired by the Corporation from 
Atlantic Richfield Company. The Statement of Claim asks the court, inter alia, for certain injunctive relief and 
general damages in the amount of $20,000,000. 


Prior to the service of the Statement of Claim, PEX had executed an assignment and quitclaim agreement with the 
Government of Saskatchewan pursuant to which the payments made under the unconstitutional legislation were 
applied in satisfaction of an assessment under the Oil Well Income Tax Act, 1978 for the same period as the 
payments previously made. 


In the opinion of management, based on the advice of counsel, no provision for the claim is required in the 
accounts of the Corporation. 


eh 


Auditors’ Report 


To the Honorable Minister 
Energy, Mines and Resources 
House of Commons 


Ottawa, Canada Peat, Marwick, Mitchell & Co. 


We have examined the consolidated balance sheet of Petro-Canada as at December 31, 1979 and the consolidated 
statements of earnings and retained earnings and changes in financial position for the year then ended. Our examination 
was made in accordance with generally accepted auditing standards, and accordingly included such tests and other 
procedures as we considered necessary in the circumstances. 


In our opinion, these consolidated financial statements present fairly the financial position of the corporation as at 
December 31, 1979 and the results of its operations and the changes in its financial position for the year then ended in 
accordance with generally accepted accounting principles applied on a basis consistent with that of the preceding year. 


We further report as required by Section 77(1) of the Financial Administration Act that, in our opinion, proper books of 
account have been kept by the corporation and the transactions that have come under our notice have been within the 
powers of the corporation. 


February 26, 1980 lial, VU 2 ALO. 


Chartered Accountants 
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